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SUB J : PRIME MINISTER PUTS BETTER FACE ON ECONOMIC POLICY 

REF: MADRID 9089 

1 . SUMMARY: IN IANUARY 28 POLICY STATEMENT, PRIME MINISTER 
CITED FULL EMPLOYMENT AND EQUITABLE DISTRIBUTION OF ECONOMIC 
BURDEN AS TOP GOVERNMENT PRIORITIES AND PROMISED LEGISLATION 

TO REFORM TAX STRUCTURE. THIS POSITION APPROACH MAY HELP DAMPEN 
CRITICISM OF GOVERNMENT S ATTITUDE TOWARD ECONOMIC ISSUES WHICH 
HAS GROWN SINCE FINANCE MINISTER S SPEECH A MONTH AGO. 

FINANCE MINISTRY IS NOW DEVELOPING COMPREHENSIVE ECONOMIC 
PROGRAM WHICH, WHEN ANNOUNCED, WILL PROVIDE CLEARER PICTURE 
OF OVERALL GOS ECONOMIC POLICY. END SUMMARY. 

2. ECONOMIC CONTENT OF PRIME MINISTER S JANUARY 28 POLICY 
STATEMENT ATTEMPT TO CAST A MORE BENEVOLENT LIGHT ON GOVERNMENT 
ECONOMIC POLICY WHICH HAS BEEN SUBJECTED TO WIDE CRITICISM 
LIMITED OFFICIAL USE 
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OVER PAST MONTHS. ARIAS SAID TWO MAIN PRIORITIES OF GOVERNMENT 


Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 04 MAY 2006 



Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 04 MAY 2006 


WOULD BE FULL EMPLOYMENT AND A MORE JUST DISTRIBUTION OF THE 
ECONOMIC BURDEN. TO HELP ACHIEVE THESE GOALS, HE SAID, 
GOVERNMENT WOULD INTRODUCE DECREE LAWS WITHIN NEXT THREE 
MONTHS TO REFORM INCOME TAX STRUCTURE AND TO LIGHTEN UP 
ON TAX EVASION. 

3. THESE STATEMENTS BY THE PRIME MINISTER SEEM DESIGNED TO 
STILL SOME OF THE PUBLIC CRITICISM OF GOVERNMENT ECONOMIC 
POLICY WHICH HAS CONTINUED UNABATED SINCE DEC 29 ECONOMIC 
POLICY SPEECH OF FINANCE MINISTER VILLAR MIR (REFTEL). 

EDITORIALS, WHETHER IN DAILY PRESS OR IN WEEKLY POLITICAL- 
ECONOMIC JOURNALS, HAVE ALL BEEN HIGHLY CRITICAL OF VILLAR 
MIR'S CHARGE THAT SPAIN HAS BEEN LIVING BEYOND ITS MEANS FOR 
PAST TWO YEARS AND THAT EXCESSIVELY LIBERAL WAGE SETTLEMENTS 
HAVE PROVIDED THE MAIN FUEL FOR SPAIN S HIGH LEVEL OF 
INFLATION. 

4. THE MAIN ARGUMENTS AGAINST VILLAR MIR’S DIAGNOSIS AND 
PRESCRIPTIONS WERE SUMMED UP IN PUBLISHED STATEMENT BY SANTIAGO 
ALVAREZ ABELLAN, PRESIDENT OF THE NATIONAL WORKERS' COUNCIL 
(HIGHEST LABOR BODY WITHIN THE NATIONAL SYNDICALIST 
ORGANIZATION). ALVAREZ ABELLAN CLAIMED THAT GOVERNMENT PRICE 
INDEXES HAVE BEEN DISCREDITED AND ARE NOT VALID FOR COMPARISON 
WITH WAGES. HE DENIED THAT WAGE INCREASES HAVE BEEN THE 
PRINCIPAL CAUSE OF INFLATION, CLAIMING THAT WAGES ARE ONLY 20 
PERCENT OR LESS OF TOTAL PRODUCTION COSTS AND ARE ONLY ONE OF 

A MULTITUDE OF FACTORS PROVIDING INFLATIONARY PRESSURE. 

HE CLAIMED THAT LOWER PROFIT MARGINS AND DECAPITALIZATION BY 
FIRMS WERE THE RESULT OF REDUCED DEMAND AND INEFFICIENCY 
RATHER THAN HIGHER PERSONNEL COSTS. HE CHALLENGED THE NOTION 
THAT WAGE INCREASES SHOULD BE GEARED TO INCREASES IN THE COST OF 
LIVING SINCE TIME LAGS WILL ALWAYS MEAN A DETERIORATION IN 
WORKERS’ PURCHASING POWER. 

FINALLY, HE CLAIMED THAT SOCIAL JUSTICE DEMANDS STRUCTURAL 
REFORMS RATHER THAN ATTEMPTING TO ACHIEVE FULL EMPLOYMENT 
BY RESTRICTING PURCHASING POWER OF THE WORKERS. ALVAREZ 
ABELLAN CHARGED THE FINANCE MINISTER WITH DELIBERATELY 
IGNORING THE PRIVILEGED POSTION OF SPANISH FIRMS: THEIR 
HIGH SALARIED DIRECTORS, THEIR PROTECTION FROM COMPETITION, 
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THEIR RESERVES AND REINVESTED EARNINGS. HE CALLED FOR STRUCTURAL 
REFORM OF INDUSTRY, AGRICULTURE AND MARKETING, FISCAL REFORM, 
AND MORE ENERGETIC PUBLIC INVESTMENT TO STIMULATE DEVELOPMENT. 

5. COMMENT: WHILE SPANISH STATISTICS HAVE THEIR SHORT- 
COMINGS, THERE IS NO DOUBT THAT WAGE SETTLEMENTS DURING THE PAST 
YEAR OF 25 TO 30 PERCENT HAVE BEEN ONE IMPORTANT FACTOR 
CONTRIBUTING TO INFLATIONARY PRESSURE. HOWEVER, THE INCREASED 
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COST OF MACHINERY, ENERGY, AND OTHER RAW MATERIALS HAVE ALL BEEN 
INFLATIONARY ELEMENTS. FOR THE FINANCE MINISTER TO GIVE THE IMPRESSION 
ON 

THAT ONLY THE WORKING MAN SHOULD TIGHTEN HIS BELT WAS POLITI- 
CALLY INEPT. THE EMBASSY HAS BEEN INFORMED THAT NEITHER THE REST 
OF THE CABINET NOR OFFICIALS WITH THE FINANCE 

MINISTRY WERE INFORMED IN ADVANCE OF VILLAR MIR'S PRESENTATION, 

AND THAT THEY ARE DISTURBED BY HIS APPARENT POLITICAL 
INSENSITIBITY. PRIME MINISTER ARIAS NAVARRO'S JANUARY 28 
POLICY STATEMENT ATTEMPTED TO PUT A BETTER FACE ON THE GOVERNMENT'S 
INTENTIONS IN THE ECONOMIC FIELD AND TO SATISFY THE WIDE-FELT 
NEED FOR SOME SORT OF TAX REFORM. HIS ONLY MENTION OF WAGES 
WAS IN REFERENCE TO THE NEED FOR FIRM AND JUST POLICIES WITH 
REGARD TO BOTH WAGES AND PROFITS. VILLAR MIR, WHO REPORTEDLY 
HAS THE PRIME MINISTER S CONFIDENCE, INFORMED THE EMBASSY OVER 
THE PAST FEW DAYS THAT HE IS CONVINCED HIS POLICIES ARE CORRECT 
TO COPE WITH WHAT HE CONSIDERS THE TOP PRIORITY PROBLEMS 
OF INFLATION AND BALANCE OF PAYMENTS. THE MINISTRY OF FINANCE 
IS NOW PUTTING THE FINAL TOUCHES ON A MORE COMPREHENSIVE 
ECONOMIC POLICY STATEMENT WHICH VILLAR MIR IS EXPECTED TO 
ANNOUNCE IN VERY NEAR FUTURE. IT PRESUMABLY WILL FILL THE GAPS 
LEFT BY BOTH ARIAS' SPEECH TODAY AND VILLAR MIR'S DECEMBER 
PRONOUNCEMENT. 

STABLER 
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